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Issued under P.A, 2 of 1968, as amended and P A 71 of 1815, as amended.
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We affirm that;

We are cerlified public accountants licensed to praclice in Michigan.

We further affirm the following material, “no” responses have been disclosed in the financial statements, including the notes, or in the
Management Letter (report of commenis and recommendations).
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Check each applicable box below. (See Instructions for further detail.}

All required component units/funds/agencies of the local unil are included in the financial statements andfor disclosed n the
reporting enlity notes 1o the financial statements as necessary.

There ars no accumulated deficits in one or more of this unil's unreserved fund balances/unrestricted nel assets
(P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures.

The local unit is in compliance with the Uniform Charl of Accounts ssued by the Depariment of Treasury.
The lpcal unit has adopted a budgst for all required funds.

A public hearing on the budget was held in accordance with State slatute.

The local unit has nol violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
clher guidance as 1issued by the Local Audil and Finance Division.

The local unil has not been delinguent in distributing tax revenues thal were collected for another taxing unit.
The local unil only holds depositsfinvestments that comply with stalulory requirements.

The local urt has no illegal or unauthorized expendiures thal came to our attention as defined in the Bufletin for
Audits of Local Units of Government in Michigan, as revised (ses Appendix H of Bulletin),

There are no indications of defalcation, fraud or embezziement, which came {0 our attention during the course of our audil
that have not been previously communicated 1o the Local Audit and Finance Division (LAFD). If there is such activity that has
not been communicated, please submit a separate report under gseparate cover.

The local unit is free of repeated comments from previous years.
The audil opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally
accepted accounting principles (GAAP).

The board or council approves all invoices prior to payment as required by charer or slatute.

To our knowledge, bank reconciliations thal were reviewed were parformad timely.

if a local unit of govermnment (authorities and commissions included) is operating within the boundaries of the audited enlity and is nol
included in this or any other audil reporl, nor do they obtain a stand-alone audit, please enclose the name(s), address{es), and a
description(s) of the authority and/or commission.

I, the undersigned, certify that this statement is complate and accurale in all respects.

We have enclosed the following: Enctosed | Mol Required {enter a brief justification}

Financial Slatements

The letler of Commants and Recommendations

D Conduit entity with timely bond payments.

Cther (Describe} |_—_|

Canified Public Accountant {Firm Name) i Telephane Numiper

Hil, Schroderus & Co., LLP 231-347-4138

Sireet Address Crty Statg Zip

823 Spring Street Patoskey I 49770
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Hill - Schroderus & Co., LLP

Certified Public Accountants & Consultants

December 28, 2007

Independent Auditors' Report

Boord of Commissioners
Petoskey Hospital Finance authority
Emmet County, Michigan

We have audited the accompanving financial statements of the Petoskey Hospital Finance
Authority, Emmet County, Michigan, as of and for the yearended June 30, 2007, aslisted in the table
of contents. These financial statements are the responsibility of the Authority's managament. Our
responsibiiity is o express an opinion on these financial stalements based on our cudii.

We conducted our auditin accordance with auditing slardards generally accepied in the United
States of america. Those standards require thot we plon and perform the audit fo obtain reasonable
assurance about whether the financial statements ore free of material misstatement. An audii
includes examining. on a test basis, evidence supporting the amounts and disclosures in the
finoncial statements. Anoudit also includes assessing the accounting principles used and significant
estimaies made by mancgement, as well as evaluafing the overall financial statement
presentalion. We believe that our audit provides a reasonable basis for our opinion.

In our opiron, the financial statements referred to above present faitly, in all mofenal respects, the
financial position of the Petoskey Hospital Finance Authority, Emmet County, Michigan, as of June
30, 2007, and the changes in financial position ond cash flows for the year then ended, in conformity
with accouniing principles generally occepted in the United Staies of America,

The aAuthority has not presented management's discussion and analysis that accounting principles

generally accepied in the United Staies of Americo has determined is necessary fo supplement,
although net required o e part of the basic financial statements.

\ UEL a\LQJ.

CERTIFIED PUBLIC ACCOUNTANTS
Petoskey, Michigan

923 Spring Street P.O. Box 695 Petoskey, M1 49770 231-347-4136 © Fax: 231-347-4147 + E-mail: staffname@hs-co com



PETOSKEY HOSPITAL FINANCE AUTHORITY
STATEMENT OF NET ASSETS
June 30, 2007

Assgts

Current assetls:

Cash - restricted for Sinking Fund use N 1,083
Current portion of loan receivabie from Northern
mMichigan Hospital, inc. [Hospital) 2,164,354

Loan receivable from Hospital

{net of cument portion and unearned discounts and charges) 46,996,636
Deferred charges - debt issue costs 502,368
Total assets & 49,664,447

Liabilities and Net Assefs

Liabilities:
Current portion of bonds poyable $ 2,164,354
Bonds payable [net of curent portion,
unamortized criginal issue discount and
vnamertized refunding deferral) 47,500,087

Total ligbilities 4%.4664,44)

Net gssets restncted for debt service -

Total abilities and net assets 3 49.664,44)

S=e accomponying notes to financial siatemeants. 2



PETOSKEY HOSPITAL FINANCE AUTHOQRITY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
Year Ended June 30, 2007

Revenues:

Payments received from Hospital to defray Senes 1998 Bond
interast expense

Payments made by Hospitol o defray Series 2003 and Series
2006 Bond interest expeanse

Recognition of deferred revenue as revenue for current amortization
of bond original issus discount, bond issue costs and refunding
deferral, adjusting amounts aciually due from Hospital to defray
interest expense

Total revenues

Expenses:
interast expense

Excess [deficiency) of revenues
OvVer BXpenses

Net assets, beginning

Net assets, ending

Seg accomponying noles to financial stalements. 3

k) 1,602,700
727213
170,489

2,500,402
2,500,402
3 -




PETOSKEY HOSPITAL FINANCE AUTHORITY
STATEMENT OF CASH FLOWS
Year Ended June 30, 2007

Cash flows from operating activities:
Cosh received from Hospital

$ 2722700
Cash flows from capital financing activities:
Cash received from escrow account 1.083
Princtpal paid on bonds {1,120.000}
Interest paid on bonds {1.602,700)
Net cash provided {used) for copital financing activities [2,721,617)
Net mcrease [decrease] in cash and cash eguivalents 1,083
Cuash and cash equivalents, beginning -
Cash and cash equivalents, ending 3 1,083

Reconciliation ¢f excess [deficiency) of revenues
over expenses fo net cash provided by operating
activities:

Excess (deficiency) of revenuss over expenses $ -
Adjusiments 1o reconcile excess (deficiency) of revenues
over expenses o net cash provided by operoting incomae:
Amortization of deferred revenue

{170,489}

Interest expense 2.000.402

Non-cash operaling revenue {expenses) (727.213)

Paymenis received for non-operafing purposes 1,120,000
Total adiustments 2,722,700
Nel cash provided by operating activities % 2,722,700

Noncash capital financing activities - During the yeor ended June 30, 2007, the $10.000.000 proceeds of the
Series 2006 Bonds were deposited directly into an @327ow account for the Hospital to use to buy equipment.
Additionally, the Hospital made principal paymenis on the 2003 Seres Bonds in the amount of $289,821 as
well as interest payments on both the 2003 and 2006 Series Bonds in the omount of $727.213.

Ses occompanying notas 10 financial sictements, 4



PETOSKEY HOSPITAL FINANCE AUTHORITY
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

The Petoskey Hospilal Finance Authonty {the authorily), o governmenta! finance authority, was
creoled as o corporate instrumentality in 1977 by the City of Petoskey under the provisions of the
Hospital Finance Authority Act, Act 38, Public Acts of Michigan, 1$4%. as amended. The Authorily was
incorporoied for the purpose of acquiring. construcling. remodeling, eniarging. repdairing, owning
ond legsing heofth care facilifies. It waos also incorporated to finance orrefinance these activities
ond o lend meoney to o hospitat for similar purposes,

In pricr yeors, the Authority constructed a new hospital facility and renovated existing nospitals for
Northern Michigan Hospitat, Inc. of Petoskey, Michigan [the Hospital). The Autherity issued bonds o
tnance those projecis and then legsed the fociliies to the Hospilal. During fiscal 1990, additional
bonds were issued which permmitied exporson and refinoncing of the project. Under the
refinancing. o portion of the prior bonds were refired and the balance defeased. The facilities were
sold te Northern Michigan Hospital, Inc. and the Hospilal agreed o repay the Authority for monies
the Authority had expended on behalf of the Hospital and amounis loaned to the Hospital for
additional exponsion.

In Decemiber. 1995, the Authority issued arevenue oond for the purpose of making @ loan to the
Hospital to be used 1o acquire, construct, renovais ona equin hospilal focilities pursuant to «
Hospifal Loan Agreement between the Hospital ond the Authority.

In February, 1978, the Authority issued limited obligation revenuee and refunding bonds. The bonds
were issued o provide funds o be looned by the Authority to the Hospital 1o be used, toge ther with
oiher available funds to (i} odvance refund the Authority's Hospital Revenue and Refunding Bonds,
Series 1989, [ii) current refund the Authornity's Hospital Revenue Bond Series 1993, [iil) pay o portion of
the costs of the project commenced in 1995 1o acquire, construci, renovate and equip hospiial
tacilities pursuant to aloon agreement between Tne Hospilal and Authorty and {iv) pay the costs of
issuing the Bonds.

In Ociober, 2003, the Authority issued limited obligation revenue bonds. The bonds were issued for
the purpose of funding aloan by the Authority 10 the Hosoilal for the purpese of financing ol or o
poriion of the cost of acguiring, consiructing and eguipping cerain hospital facilifiesiocated inthe
City of Petoskey, Michigan and the payment of necessary costs incidenial thereto.

In December, 2004, the Authorify issued a imited obligation lease revenue bond. The bond wos
issued for the purpose of making funds available for the benefit of the Hospitol for the purpose of
financing all or o porfion of the cost of ecuipment to be used in connection with the Hospital's
health care operations.

NOTE 1:  ACCOUNTING POLICIES

The financial siatements of the Authorily have been prepared on the accrua! basis of
accounting except for the recogniiion of interest income and expense as explained
below. The Governmenial Accounting Standards Board {GASBE) is the standard-setting
body for governmental accounting and financial reporting. The Authority's reporiing
endity applies all relevant Governmental accounfing Standards Board [GASE)
pronouncements. The proprietary fund applies Financial Accounting Standards Board
[FASB) pronouncements and Accounting Prirncipies Booard [APB) ooinions issued on or
before Novemtbar 30, 1989, unless those pronouncemsnts conflict with or contradict
GASEB pronouncements. in which case, GASE prevails. Pronocuncements of the FASBE
issued after November 30, 1989 are not apped in the preparation of the financial
statements of the proprietary fund In accordance with GASB Statement Nao. 20.



NOTE .

NOTE 2:

NOTES TO FINANCIAL STATEMENTS — CONTINUED
ACCOUNTING POLICIES ~ CONTINUED
Accouniing policies for specific items foliow:

Loan receivable s camed at foce value net of unearned discounts and charges.

Unearned discounts and charges is the difference between the foce value of the loan
receivable from the Hospital ond thea reiated bonds payabie net of unamoeriized delbt
issue cosls, orginal ssue discount and refunding deferral. As interest expense s
recognized for amortization of these tems so 5 ¢ comresponding amount of revenue
recognized for amounts not due from the Hospital o defray this interest expense.

Outstanding bonds not deteased are recorded as a liability,

Deterred charges - debt issue costs of $849.674 and $110,24% are being amortized os
interest expense using the interest method over the life of the Series 1998 and 2003
bonds, respectively. Inferest expense of $48.732 was recognized in the cument year;
unamortized amounis af year-end amounted to $502.348.

Criginal Issue discounts of $597.467 are being omoriized as interest expense using the
interest method over the life of the Series 1998 bonds. interest expense of $28,444
was recognized in the current yvear, unameortized amounts at year-end amounted to
$297.483.

Relunding deferral [the difference between the reqguisition price and the net camrying
amount of the Series 1989 bonds advance refunded) of $2,039,53% is being omortized as
interest expense on g straight-ine basis over the original remaining life of the 1987 Series
bonds. Inferest expense of 393,294 was recognized dunng the year. The unamortized
bolance al vear-end was $1,166,154,

Interest expense associated with the bonds is recorded when cashis disbursed. Accruing
interest expense would be offset by accrued revenue from the Hospital resuliing in
esseniially ihe some postiion and rzsults of operations.

For purposes of the Statement of Cash Flows, cashis considered to be cash on hand and
demand deposits.

BONDS DEFEASED IN PRIOR YEARS

During fiscal 1920, the Authorily defensed the 1977 Series A Bonds, by placing o portion
of the proceeds from the sale of the Hospital Revenue and Refunding Bonds, Series 1989,
into anirevocable trust to provide for all future debt service paymenis on the old bonds.
During fiscal 1998, the Authority defeased the Series 198% Bonds in the same manner,
Accordingly, the trust account assets and the lability for the defeassd bonds are
excluded trom fhe Authority's financial statements, During fiscal 2007 the remdining 1977
defeased bonds were paid, with no cutstanding balance remaining. The Series 1989
Bonds were called during fiscal year 2000, with no outstanding balance remaining.



NOTE 3:

NOTES TO FINANCIAL STATEMENTS - CONTINUED

BONDS PAYABLE

Petoskey Hospital Finance Authority Limited Obligation Revenue

ond Refunding Bonds, Series 1998, stated interest at 4.50% 10 5.50%.

(The efiective interest rate for fiscal 2007 was 5.51% afier inclusion

of current amortization of bond issue costs, original issue discount

ond refunding deferal.) $31.5%0,000

Petoskey Hospital Finaonce Authority Limited Obligation Revenue

Bonds, Series 2003, interest at a variable rafe of inferest adjusted

on the first day of each monih, equal to 67% of the sum of 2%

ond the LIBOR rate. {The efiective inferesi rate for fiscal 2007 was

5.00% after inclusion of curreni amoertization of bond issue costs ) 9,538,080

Petoskey Hospital Finance Authority Limited Obligation Lease
Revenue Bonds, Series 2004, interest fixed at 5.03%. 10.000,000

Tetal bonds payable 351.128.080

Annual debt service requirements for the ponds are s follows:
Year ending

Jurne 30 Principal Inferest Total
2008 $ 2,164,354 $ 2,510,611 k3 4,674965
2009 2,955,351 2.375.802 5,331,153
2010 3,109,069 2,217,821 5,326,990
2011 3,277.23% 2,057,101 5,334,437
2012 3,435,385 1,892,774 5,328,159
2013-2017 13,909,771 6.998.850 20,908,631
2018-2022 11,285,973 4,051,461 15.337.434
2023-2027 ©.290,841 1,517,999 10,908,840
2028 1,600,000 40.000 1.640.000
Tolots $ 51,128,080 $ 23,462,529 $ 74,790,609

Series 1998 Bonds

Fetoskey Hospital Finance Authority Limited Obligation Revenus and Refunding Bonds
[Northern Michigon Hospitals Chligated Group) Series 1998 are serial and term bonds
motunng in ascending amounis on November 15 of each vear through 2012 and fhen
on November 15, 2018 ond November 15, 2027, Interest payments are due May 15 and
November 15 each year until maturity.

Under terms of the Loan Agreement between the Authorly and Northemn Michigan
Hospitals, Inc., the Rospital has agreed 1o pay to the Trusiee of specified times amounts
adequate to pay all debl service cosls associoted with the bond issue.

The Hospila has agreed fo make such payments from its income available for debt
service, Such income generally includes the excess of revenuse, including investment
income and giffs noi restricted by donors, over expenseas. excluding depreciafion,
amodization, interest expense anda certain extiaordinary items. I addition, the Hospital
has ogreed to maintain its tax exemipt stoius, maintain a ratio of income available for
debl service to the annual maxirmurm debi service reguirement of atleast 1.5 1o 1. and
fo maintain o "cushion ratio™ of at least 2 1o 1.



NOTE 3:

NQTES TO FINANCIAL STATEMENTS - CONTINUED

BONDS PAYABLE - CONTINUED

The “cushion rofic” 5 determined as the sum of all unrestricted  and
unencumbered/unpledged cash and liquid investments whether classifiad as current or
non-curent assels [(including board-designaied funds, but excluding sell-insurance
funds) held by the Hospital for varous purposes, divided by the maximum annual dett
service on all outstanding indebtedness that is not secured by o fully funded Debt
Service Reserve Fund.

At June 30, 2007, the Hospital was in complionce with these requirements.

The revenue bonds are not a gengral obligation of Petoskey Hospital Finance Authority.
Further, thay are nol a debt of the City of Petoskey, Michigan, nor has {he City pledged
ifs faith and credit for payment of the bonds,

Bonds maiuring through Novemper 15, 2007 are not subject to early redemption except
ir exftraordinary sifuations as defined in the agreement. Bonds matwring on or after
November 15, 2008 are subjsct 1o early redemption on or after Moy 15, 2008 ot the
option of the Authority in wholg orin part af any time of o premium descending from
bero percent of face value for ony garly redemptions made prior to May 15, 2010, any
early redemplions made on or after may 15, 2010 are fo be af par. Accruedinierest is
aue on any early redempticon,

Bonds maturing on Novembear 15, 2018 and November 15 2027 are subject fo
mandatory redemption commencing November 15, 2013 and November 15, 2019 each
year at specified amounts but without an eorly redemption premium, Annudl
recgemplions ascend from $1,570,000 on November 15, 2013 to $2,105000 on
November 15, 2019 and then from $1,135,000 on November 15, 2020 to $1.600.000 on
November 15, 2027,

Aninsurance policy is in force which uncondifionally and irevecably guaraniees the full
and complete payment required fo be mode by or on ehall of the Authority.

Serigs 2003 Bonds

Petoskey Hospital Finance Aufhority Limited Obligation Revenue Bonds Series 2003
{Northern Michigan Hospitals Obligated Group) are payalte to Fifth Third Bank, the
bondnolder, iogether with interest, at o 1ax exempt inferest rate, which is G variable rote
of interest adjusted on the first doy of each month equal to 67% of the sum of 2% and
the UBOR rale. The monthly payment amount wilf zonsist of principal and inierest,
sufficient to amorfize the unpaid principal of the bonds over o 20-year amortization
perod, which began in Becember 2005,

Under terms of the Loan Agreemant netween the Authorty and Naorthern Michigon
Hospitals, Inc., the Hospital has agreed 1o authorize the bondholder to auiomaticaiy
debit the Hospitals account for loan repayments due.

The Hospital has agreed to maointain its fax exempt status, and maintain a rafic of 1otal
ligkilities to fund balances that does not exceed 1.7510 1.00. Acdifionally, the Hosoilal
has agreed to maintain a cash fiow coverage ratio of nodless than 1.50 1o 1.00. The cash
flow coverage ratio is defined as the sum of nel income, depreciation, amorization and
interest expense during the period to the sum of all principal and inierest payrments with
respact to indebiedness that are due and pavyabie during the period,



NOTE 3:

NOTES TO FINANCIAL STATEMENTS — CONTINUED

BONDS PAYABLE — CONTINUED

At June 30, 2007, the Hospitol was in compliance with these reguirements,

The tonds are not @ general obligation of the Petoskey Hospital Finance Authority,
Further, they are not o debt of the City of Pefoskey. Michigan, nor has the City pledged

its faith ond credit for payment of the bonds.

The bonds are subject to optional prepayment, inwhole orin port, and without penalty
or premium on any interest payment date af par plus accrued inferest,

Both Nerthern Michigan Hospital Foundation ond Northern Michigan Regional Health
System, inc. have signed guaranty agreements with Fifth Third Bank for the issucnce of
these bonds.

Series 2004 Bonds

Petoskey Hospitat Finonce Authority Limited Obligation Lease Revenue Bonds, Series 2004
(Northern Michigan Hospitals Obligaied Group) are payabie to Fifth Third Bank, the
bondholder, together with inferest, at a tox-exempt rate, which is o fixed rate of 5.03%
on the 150 day of each month through and including December 15, 2012, The monihly
paymenis of 341,917 are inferest only through December 15, 2007, Begmning January 15,
2008, the monthly payments will increase ta $152,117 and willinclude both principal and
intferest. On Decernber 15, 2012 the balgnce of $2,652,117, which includes interest
through that date, will be due.

Under terms of the Masier Lease-Purchase Agreement and Related Assignmenti
Agreement the authority has assigned it's rights 1o rental paoyments and security interes:
in the Equipment from the Hospital 10 Fifth Third Bank as tbondhalder in satisfaciion of
amounts due under the terms of the Related Bond.

The Hospital has agreed o maintain ifs foax-exempet status and comply with the 2003
Loan Agreement financial covenants,

At June 30, 2007, the Hospital was in compliance with these reguirements.

The bonds are not a general obiigation of the Petoskey Hospital Finance Authority,
Further, they are not o debt of the City of Petoskey, Michigan, nor has the City pledged
its faith and credil for payment of the bonds.

The bonds are subject 1o early termination upon receipt of the Purchase Opfior Amount
or the Recourse Deficiency Amount, as applicable, all in accordance with Article Xl of
the Master Lease-Furchase Agreement.

On December 20, 2004, the proceeds of the bond, $10,000,000, were placed info an
escrow account, the acquisition Fund with Fifth Third Bank as custodion for the benefit of
the Hospital to be used fo acquire equipment. At the end of the eighteenth month
following that date any moneys remaining i the Acquisition Fund (including infsrest
earned and gains andlosses on nvestmenis of the moneys on deposit in the Acguisition
Fund) shall be applied 1o amounts owed. Asof Novemtber 30, 2007, there was $1,925.903
remaining in the Acguisition Fund.



NOTE 4:

NOTES TO FINANCIAL STATEMENTS — CONTINUED
LOAN RECEIVABLE AND PAYMENTS TO DEFRAY BOND INTEREST EXPENSE

Payments required by the Hospital include both principal and interest. Onty the portion
of the payments attributed fo principal is applied against the loan receivable. The
portion ©f the payrments atfributed 1o interest Is recorded as a payment to defray
interest expense.

Payments for the Series 1998 bonds by the Hospital are due on or about May 1 each
yvear for the interest payment due May 15 on the Bonds, with credil on the payment for
any amount on deposit. Furdher, paymenis are cue on or about Novemiber | each year
for the principal and interest payment due November 15 on the Bonds, with credit on
the November § paymeni for any amount on deposit,

Payments for the Series 2003 ond Series 2006 bonds are due monthly, They are poid
direcily by the Hospital to the bondholder, Fifth Third Bank.

The Hospital has also ogreed to poy all Trustee fees and all cosls incurred by the
Authority.



